Management and Performance on
Broiler Farms

U.S. farmers are seen as exemplary entrepreneurs who
make all the decisions in the production process—
what to produce, how to produce the commodity, and
at what price to market it. Contracting is a formaliza-
tion of the process of decisionmaking, with contrac-
tors having much to say about the means of produc-
tion. As contracting becomes more prevalent for
many commodities, this division of the entrepreneur-
ial function will continue. This section provides
background material on the development of broiler
contracts, who the contractors are, what part manage-
ment plays, and who makes decisions on broiler
farms. Next, financial performance of broiler farms is
presented, with emphasis on the interpretation of stan-
dard financial ratios on broiler operations and on
farms producing other commodities. Finally, charac-
teristics and income of the households associated with
broiler operations give insights into the economic
well-being of the people who decide to participate in
contracts.

Development of Broiler Contracts

Broiler contracts are the most widely publicized live-
stock production contracts, although cattle have been
fed on contract for many years, and about one-quarter
of the hogs are produced under contract. Broiler
operations are localized, with more than 82 percent of
the 13,319 farms with broiler contracts found in the
Appalachian, Southeast, and Delta regions of the
United States (table 5). As mentioned before, this
concentration in the southern parts of the United
States may be the result of the current location of
processors and the advantages of warmer weather.
We have anecdotal evidence of processors locating a
hatchery or processing plant, then recruiting nearby

farmers to grow out the birds (Hickerson, 1996).
Chickens require 24-hour monitoring by the caregiver
and cannot tolerate temperature extremes. Warmer
weather means lower heating bills, but possible risks
from heat in the summer. Aho (1988) suggests that
people of the rural South, with fewer economic oppor-
tunities and lower skill levels, were willing to accept
contract rates that were lower than in areas of the
country where alternative economic activities were
more plentiful.

Because broilers are high-value products, farms on
which they are produced tend to be farms with annual
sales of $50,000 or more, and only a few hundred
farms have lower sales. Farm size is based on the
value of the products sold, not on the contract-fee
income received. Broiler operations seem large when
compared with all other farms. The definition of a
farm includes farms producing products valued at
$1,000 or more; more than 60 percent of the Nation’s
2.1 million farms had sales less than $20,000 in 1995.
In contrast, more than 90 percent of farms with broiler
contracts had a gross value of sales of $100,000 or
more in 1995. Six percent had sales valued at $1 mil-
lion or more. Farms with gross value of sales
between $100,000 and $999,999 accounted for 75 per-
cent of the value of broiler contract production, while
the farms with sales valued at $1 million or more
accounted for 24 percent of the total. In reality, broil-
er operations more closely resemble small to midsize
farms in the income generated, because farmers
receive a management fee that represents only a por-
tion of the market value of the broilers. Later in this
report, we examine more closely the farm operations
with sales greater than $50,000, comparing income,
expenses, assets, and liabilities of broiler operations
with those of other nonpoultry farms in the same sales
classes.

Table 5—Broiler production contract activity per farm, by region, 1995

Region
Item Unit Appalachian Southeast  Delta Other Farms with
regions broiler contracts
Farms with broiler contracts Number *2.620 4,158 *4,164 *2.377 13,319
Farms with broiler contracts Percent 19.7 31.2 31.3 17.8 100.0
Birds under contract Thousands 635,736 1,221,222 *1,116,443 *604,612 3,578,014
Birds under contract per farm Average number 242,669 293,692 *268,130 254,307 268,635
Per unit contract fee received Average dollars 0.23 0.24 0.24 0.22 0.23
Fee received per contract Average dollars 54,719 69,431 64,915 54,761 62,507

NA=Not available. CV=(Standard Error/Estimate)*100. CVs less than 25 are unmarked. *=CV is between 25 and 50.
Source: U.S. Department of Agriculture’s 1995 Agricultural Resource Management Study (previously known as the Farm Costs and Returns Survey).
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The average value of chickens raised on broiler farms
varied considerably. Fifty-five percent of the broiler
farms had contracts for birds valued at less than
$381,000 during 1995, while 21 percent had contracts
valued at $571,000 or more (table 6). Farms with
lower value contracts ($381,000 or less) tended to be
less specialized; these farms produced 51 percent of
the value of crops produced on broiler farms, while
farms with higher value contracts ($965,000 or more)
produced only 4 percent.

As mentioned in the previous section, broiler produc-
ers are not diversified with respect to enterprise, in
that they are specializing in the raising of chickens.
While almost two-thirds of the broiler farms pro-
duced other commodities, such as cattle, corn, hay, or
soybeans, those commodities accounted for less than
15 percent of their total value of commodity produc-
tion. On one-third of broiler farms, operators raised
only chickens.

Who Are the Contractors?

While the industry has approximately 54 integrated
broiler companies, and many more independent con-
tractors, brokers, and processors, it is dominated by a
few very large integrators (table 7). Thornton (1996)
reported that broiler processors produced an average
of 542 million pounds of ready-to-cook meat each
week. Tyson Foods is by far the largest integrator,
and the company produces more than twice as many
pounds of ready-to-cook chicken as its next two com-
petitors—Goldkist and Perdue Farms. Knoeber and
Thurman (1995) suggest that the integrator compa-
nies’ costs of bearing risks are reduced in the publicly
traded companies, because shareholders can diversify.
These risk-bearing costs are similarly reduced in other

Table 6—Farm value of production for farms with broiler contracts

multi-product private companies because these firms
spread their risks over diversified product markets.

Survey data on broiler contracts show the type of con-
tractor rather than the name of the business. The 1995
data show that most of the contractors for broilers
were processors or integrators (table 8).2 (Farmers
can report more than one contract; this is reflected in
table 8, which shows 13,386 contracts on the 13,319
broiler farms.) Farmers in the Southeast used the
widest variety of contractors, including processors,
integrators, other farms or farmers, and cooperatives.
Broiler contracts with other farms or farmers showed
up in the Northeast, Southeast, and Delta. No broiler
contracts were reported with brokers or investors, or
with another segment of the same company. Most
“processors” with whom farmers had contracts are, in
an organizational sense, integrated companies, but
since the farmers contracted with the processing part
of the company, the respondents apparently consid-
ered the business to be a processor.

The possibility of termination of a contract confronts
farmers with additional risks—that of contract risk
rather than price or yield risk. Since the operator
must make a large investment in buildings and equip-
ment, loss of a contract could be financially difficult.
Poultry facilities are single-use buildings, and differ-
ent contractors may require completely different
equipment to care for and monitor the birds. We
measured continuity by the length of time that farmers
operated under the current contract. From the survey,
we found that the average duration for the current
contract was 9 years. Farmers in the Southeast had

2 All integrators are processors; nearly all processors are integrated.

! by contract value, 1995

Item Size of broiler contract
Less than $381,000 - $571,000 - $965,000 Farms with
$381,000 $570,999 $964,999 or more broiler contracts
Number
Farms with broiler contracts *7,361 *3,112 *2,125 *721 13,319
Percent
Farms with only broiler contracts *55.3 *23.4 *16.0 *5.4 100.0
Value of production *27.5 *22.7 *28.1 *21.7 100.0
Livestock including broilers *27.1 *22.9 *28.1 *21.9 100.0
Broilers *23.6 *24.1 *28.6 *23.6 100.0
Crops *51.4 *15.2 *29.1 *4.2 100.0

Of the 13,319 farms with broiler contracts, 12,479 had contracts for broilers only. These data present all farms with broiler contracts.
CV=(Standard Error/Estimate)*100. CVs less than 25 are unmarked. *=CV is between 25 and 50. **=CV is between 50 and 75.

Source: U.S. Department of Agriculture’s 1995 Agricultural Resource Management Study (previously known as the Farm Costs and Returns Survey).

16 Broiler Farms’ Organization, Management, and Performance | AIB-748

Economic Research Service/USDA



Table 7—Top 10 processors of broiler chickens, 1997  *

Name of company Weekly average Market share
production

Million pounds Percent
Tyson Foods 125 21.9
Goldkist 50 8.8
Perdue Farms 45 7.9
ConAgra Poultry 30 5.3
Pilgrim’s Pride 30 5.3
Hudson Foods 30 5.3
Wayne/Continental 22 3.9
Cagle’s 16 2.8
Foster Farms 14 25
Seaboard Farms 14 2.5

Source: Thorton, 1997
1/ The top 10 processors’ market share was 66.2 percent.

been with the current contractor for the longest time,
an average of 11 years. Current contract duration was
shortest in the Corn Belt and Northeast regions, most
likely because broiler contracts are new to these
regions. Length of time with current contractors did
not seem to vary much among the processor or inte-
grator categories—probably because certain contrac-
tors could be placed in both categories, as noted
above. The long duration of contracts is evidence of
contractors’ need to have a steady, reliable supply of
broilers, and of the lack of mobility of the farmer-sup-
plied resources needed to produce broilers.

What Part Does Management Play?

Farmers and contractors, as businesspeople, adjust
their management decisions in response to and in
anticipation of changes in their working environment
to provide income stability and to ensure that their
businesses survive. Farmers face risk on three interre-
lated fronts—production, marketing, and financial.
For contract broiler producers, many of these interre-
lationships are formalized in their agreements with
contractors. Contracts can enhance or inhibit the
response to feedback from the market. A combination
of information from 1993 to 1995 surveys presents a
picture of farm operators who are conservative in their
production practices, but more flexible in their finan-
cial decisionmaking processes.

Management Styles

Management data for broiler producers are sparse, but
a few generalities can illuminate the subject of their
management styles in responding to feedback from
the agribusiness sector. They do not consider them-
selves risk-takers. Very few said that they were will-
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ing to try new technologies, compared with 36 percent
of all farmers operating farms that generate sales of
$50,000 or more. In describing their management
style, most broiler producers surveyed in 1993 said
that they used the same practices that other farmers
use, or that they waited to see how other farmers were
doing before trying a new practice. These responses
may reflect the nature of contracting—one purpose of
contracts is to standardize production practices with
the goal of producing a homogeneous commodity.
Consequently, farmers are limited in the changes they
make in production practices in the absence of con-
tract renegotiation. Innovation in production process-
es may occur at a slower rate than on farms without
production contracts.

Most farmers said they used their own judgment when
deciding to use certain management strategies, but
some used outside sources of information. In 1995,
broiler producers cited their primary sources of out-
side information as coming from (in order of frequen-
cy of use) banks and other financial institutions, their
contractors, input suppliers, or their accountant/book-
keeper or lawyer. Contractors have a stake in provid-
ing farmers with sound production management
advice, and some will also provide financial advice or
even financial resources.

Production practices are closely specified and many
inputs, including baby chicks, are supplied by the con-
tractor. Because the chickens are owned by the con-
tractor, the farmer’s role in marketing is limited to
choosing a contractor and negotiating the terms of the
contract. Although many production and marketing
decisions are stipulated by the agreement between the
farmers and the contractor, farmers can employ other
management strategies to reduce the risk of farming.
Information from the 1994 survey gives us a picture
of farmers with fewer opportunities to alter production
and marketing practices, but more flexibility in finan-
cial decisions.

Broiler operators said they used management strate-
gies, including maintaining equity in cash or easily
converted assets (59 percent), spreading sales over the
year (45 percent), keeping an open credit line (29 per-
cent), and choosing a commodity because it generates
a stable income, leasing or renting land, and hiring
custom feeding or contract labor (all at 28 percent).
Just over 20 percent of broiler producers said they had
renegotiated or prepaid a loan agreement or land con-
tract in 1994. The purchase of crop or livestock insur-
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Table 8—Broiler contractors—ARMS evidence, 1995

Region
Appalachian Southeast Delta All regions
Number
All contracts 2,631 4,158 4,219 13,386
Type of contractor:
Other farms or farmers 0 NA NA NA
Processor, mill or gin NA NA 1,978 6,060
Co-op or elevator 0 NA 0 NA
Seed, feed, or other input company 0 0 0 NA
Broker or investor 0 0 0 0
Integrator 1,292 2,862 NA 5,748
Another segment of the same company 0 0 0 0
Other contractors not listed NA 0 NA NA

Note: Farmers indicated who their contractor was. This list was not inclusive and did not reflect the economic function or industry standard.
Some farmers had contracts with more than one type of contractor. NA=Not available due to disclosure requirements.
Source: U.S. Department of Agriculture’s 1995 Agricultural Resource Management Study (previously known as the Farm Costs and Returns Survey).

ance was a strategy for few broiler growers— proba-
bly because production contracts provide a guaranteed
base income for the producer even with the loss of the
flock due to disease, heat, or natural disaster.

In contrast, nonbroiler farmers with comparable sales
used production strategies such as forward pricing
inputs, choosing a commodity known to produce a
stable income, hiring custom work, participating in
government commodity programs, and leasing land
more extensively than did broiler operators. Over 72
percent of comparable nonbroiler operators purchased
crop or livestock insurance. And, they were more
than twice as likely to have nonfarm use of land
(recreational, hunting, mineral leases, etc.), probably
because they operate more land than broiler produc-
ers. On the marketing side, nonbroiler farmers with
sales of $50,000 or more were three times more likely
to use hedging or the futures markets (may be com-
modity specific), and more likely to spread sales over
the year. Nonbroiler farmers used financial strategies
almost twice as often as broiler-producing farmers.

Broiler producers making the management decisions
covered on our list were more likely to have larger
farms in terms of sales, income, and assets. They also
have larger, though for most not unmanageable, debt.
This may be a reflection of their risk-taking capacity
since they can probably handle and be comfortable
with larger debt. However, financial position might
be less secure for those heavy users of management
strategies. If a risk-taker pushes the farm business’
debt repayment capacity and the market declines,
financial stress may result.
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Agriculture continues to be pressured to respond to
enhanced awareness of the effects of production prac-
tices (Pampel and van Es, 1997). In particular, the
public has expressed a concern about the effect of
intensive livestock production methods on the envi-
ronment and on the welfare of animals. Consequently,
one of the greatest challenges for poultry growers and
contractors is the adoption of management practices
that control for environmental impact, particularly
waste management, while maintaining economic
returns (Goff, 1997; and Poultry Digest, various
issues).

Who Makes Decisions?

Because contracts specify so much of the production
and marketing decisions that farmers can make, it is
interesting to compare this set of intensely formalized
decisionmaking with that of farmers who operate in a
more open market. In 1994, the ARMS questionnaire
contained a list of duties typical of farm managers.
For each management decision, we asked the respon-
dent who made that decision for his/her farm. The
decision list included:

* Obtaining financing for operation or expansion

* Developing the plan of production
* Buying or selling land
* Renting more or less land

* Trying a new production practice

Economic Research Service/USDA



* Producing a new crop or new breed/type of livestock
* Scheduling work and hiring labor

* Buying major farm/ranch equipment

* Marketing products

» Whether to take a job off the operation

By definition, the respondent-operator is the person
making most of the day-to-day decisions. Until the
1940s, the poultry business was dominated by farm
wives. lowa State College (now University) estimat-
ed that a flock of 100 to 200 chickens could supply
enough income to pay the grocery bill. This number
of free-range chickens could be taken care of with
part-time labor and by making efficient use of what
chickens could scavenge in a farmyard, including
spilled grain. Labor was considered free because
farm analysts did not accord women’s labor a mone-
tary value in the farm economy. Marketing was
accomplished by taking eggs directly to the local
retailer (Fink, 1986:137).

By 1956, an analysis of trends in the poultry industry
stated that the major obstacle to eliminating small
flocks and expanding the industry was that “on many
farms the income from the farm flock goes to the
housewife” (Wisconsin State Extension Service,
1956:46). Technology in egg grading and sexing,
culling flocks, practices allowing the raising of caged
birds rather than free-range, and the development of
new Leghorn varieties led to larger flocks. As flocks
grew, feed and labor became more measurable. With
increased government demand during WWII, for the
first time entrepreneurs could make profits by build-
ing “egg and broiler factories.” According to Fink,
those entrepreneurs were usually men. Regulations
about candling eggs and a minimum wage for hatch-
ery workers began to increase production costs.
Larger flocks required increased capital, but women
were often denied loans without a male cosigner until
the 1968 Consumer Credit Protection Act. In addi-
tion, growers were receiving slimmer marketing mar-
gins, squeezing out backyard operations (Fink,
1986:153).

The record of women’s involvement in poultry
declined as flocks became larger and more attention
was directed to keeping financial and production
records and supplying full-time labor. The
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Agricultural Census collects data from one operator
for each farm and allowed no register of operator’s
gender until 1978, or for spouses to be recorded as
operators. The distribution of operator duties was
(mostly) assumed to go to the male operator. New
evidence now points to a greater involvement in the
farming operation by farm spouses than previously
has been visible in the data.

Many farm families consist of a husband and wife
sharing management decisions (Perry and Ahearn,
1994). However, wives were most often thought of as
farm helpers rather than farm operators and the farm
operator/decisionmaker was the husband (Rosenfeld,
1985:10). Since today’s broiler production is heavily
dominated by contractors, we expected that farm
operators would say that many decisions were made
by someone other than the operator or the operator’s

spouse.> What we found was that on about half of
broiler farms, the operator’s spouse (on about 6 per-
cent of all farms), or the spouse and operator together
(on about 45 percent of farms), were making the man-
agement decisions—a vastly different situation than
on nonpoultry farms with sales of $50,000 or more,
where very few spouses alone and 20 to 30 percent of
operators and spouses together were making these
same decisions (table 9). Just as on other comparably
sized nonpoultry farms, the operator made most deci-
sions on broiler farms. However, this level of spousal
(female) participation in the management decisions of
the farm is not found for other groups of farms, with
the exception of dairies.

Sample size makes it difficult to say with certainty
that most broiler operations reveal this participation
by the spouse. However, evidence shows that spouses
of broiler producers in the Appalachian and Delta
regions (wWhere operations are smaller) are more
involved in the management of the farm. Broiler
operations in the Southeast also show evidence of
spousal participation in conjunction with the operator,
but very few respondents said that the spouse unilater-
ally made decisions. Whether this is a result of sam-
pling or of less involvement by the spouse cannot be

3 In 1994, the ARMS questionnaire did not query for the gender
of the operator, neither did it determine whether the operator was
married. Previous research shows that 88 to 90 percent of opera-
tors are married, but we do not know which farms in 1994 had
spouses (male or female) available to work on the farm. Our
information does show how many hours spouses worked and
whether they participated in making farm decisions.
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Table 9—Strategies used on farms, for farms with broiler contracts and other farms, 1994

Item Farms with no poultry
Broilers Crops Livestock

Number of farms with sales of $50,000 or more 12,892 286,921 235,840

Percent of farms 2.3 52.0 42.8

Decision/person making decision

Obtain financing Percent
Operator 40.2 65.2 549
Spouse 5.9 NA NA
Operator/spouse 40.3 25.8 35.8
Someone else 0.3 **1.3 2.2
Develop plan
Operator 46.2 82.6 75.6
Spouse 5.9 NA NA
Operator/spouse 44.1 11.1 20.4
Someone else 0.1 *1.7 *1.8
Buy/sell land
Operator 32.3 43.7 38.6
Spouse 5.9 NA NA
Operator/spouse 42.1 33.5 41.9
Someone else 0.3 1.3 2.2

Try new practice

Operator 38.1 78.1 66.7
Spouse 6.0 NA NA
Operator/spouse 30.9 10.6 23.0
Someone else 0.8 *3.0 *2.9

Schedule work

Operator 454 75.7 63.8
Spouse 5.9 NA NA
Operator/spouse 30.0 13.0 215
Someone else NA 7.1 8.4

Buy new equipment

Operator 47.1 59.6 549
Spouse 5.9 NA NA
Operator/spouse 35.7 31.7 38.1
Someone else NA *1.8 24

Market product

Operator 47.8 74.7 67.3
Spouse 1.8 NA NA
Operator/spouse 22.3 17.3 26.23
Someone else 2.0 2.0 *1.6

CV=(Standard Error/Estimate)*100. CVs less than 25 are unmarked. *=CV is between 25 and 50. **=CV is between 50 and 75. NA = Not available.
Categories may not add to 100 because operators may have responded that the decision was not applicable, or they may have refused.
Source: U.S. Department of Agriculture’s 1994 Agricultural Resource Management Study (previously known as the Farm Costs and Returns Survey).
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addressed here. Spousal participation does not appear
to vary much with size of farm. Operators of the
largest broiler operations (those that depend more on
hired labor, which tends to displace spousal labor)
continue the tendency toward making joint decisions
about the farm with their spouses.

The allocation of decisions toward spousal involve-
ment is more pronounced by size of farm in three
instances. First, work scheduling by spouses was
more likely on broiler farms with sales of $50,000 to
$250,000. Second, the decision to take an off-farm
job was overwhelmingly a joint decision for those
operating this size of broiler farm. Finally, marketing
decisions were more likely made by the operator and
spouse together for the largest farms.

Interestingly, a significant proportion of broiler pro-
ducers, particularly those in the Southeast, indicated
that the listed decisions were not applicable for their
farm. The contract is an agreement between the
grower and contractor that specifies many of the man-
agement decisions. Perhaps the farmer was disin-
clined to say that someone else was making the deci-
sion, but was also unable to say that the decision was
his/hers alone. Decisions to obtain more land or
equipment may be less relevant for confined livestock
operations, particularly broilers, than for other types
of farms. And, trying a new production practice or
new commodity probably has little relevance for a
broiler producer under contract. Marketing the prod-
uct was another decision that was heavily marked as
“Does not apply.” A major reason for farmers to con-
tract is to guarantee markets, so decisions about
where and how to market are decided by the contract
and not on an ongoing basis by the operator as in a
cash market.

Another decision farmers make is the allocation of
their own time to the running of the business. The
average number of hours of labor reported by broiler
operations is about 45 percent lower than the average
reported by other operations with sales of $50,000 or
more. Hired labor is significantly lower, with broiler
operations relying mainly on family and other unpaid
labor. Confirming the management role of spouses,
time supplied by spouses on broiler operations is 20
percent of total hours compared with less than 10 per-
cent on other operations of comparable size. Broiler
operations are fully employing the operator for an
average of 2,234 hours per year (2,000 hours is con-
sidered full-time work at a wage job. Self-employed

Economic Research Service/USDA

persons usually report more than 2,000 hours).
Broiler farmers in the Delta region averaged the most
hours at 2,472 annually, while operators in other
regions report 1,600 hours. Farmers running farms of
comparable sales but without poultry averaged 2,600
hours of farm work annually on crop farms and 3,370
hours on livestock operations, reflecting their relative-
ly larger scale of operation. Additional analysis of
part-time and full-time employment is presented in the
section on operator characteristics and household
income.

Financial Analysis of Broiler Farms

Several measures can be used to evaluate financial
performance of a business. Typically, after an income
statement and balance sheet are produced, standard
financial ratios are constructed. These ratios measure
the ability of a business to earn a net income from
sales, to generate a return to assets used in the produc-
tion process, or to provide cash flow to service debt
and replace depreciated assets (Farm Financial
Standards Council, 1995). In addition to traditional
financial ratios, the Economic Research Service
(ERS) has developed a categorical framework that
combines net income and debt measures placing farms
into four groups describing the farm’s ability to con-
tinue to be a viable business (Morehart, Johnson, and
Banker, 1992). A final measure of financial stability
is characterized by combining information about man-
agement decisions made by farmers, their use of mar-
ket and educational information, and the income gen-
erated by the business.

Income, Assets, and Debt for Broiler
Operations

To construct a more homogeneous group, we restrict-
ed our financial analysis to the 12,613 broiler opera-
tions with sales of $50,000 or more. For contract
broiler producers, it is important to distinguish
between value of production and income received
from contracting. Value of production is the value of
commodities produced, while income received from
contracting is the fee the farmer receives for the man-
agement and services provided during production.
Farmers who sell their products in the open market,
by definition, receive the full market value of the
commodity when it is sold. For broiler operations,
however, the fees the farmer receives for caring for
the chickens are different from the value of the chick-
ens. The contractor retains ownership of the chickens
throughout the growing stages and thus retains a large
portion of their market value. In the income state-
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ment, fees received by farmers for contract production
are recorded in the line item for “other farm-related
income” because the fees are payments for manage-
ment and services. Farmer-growers who are under
contract for more than 1 calendar year could also
receive payments from flocks removed during the pre-
vious calendar year. Similarly, they could be owed
payments for chickens removed during the present
calendar year— this item is recorded as an asset under
“accounts receivable” on the balance sheet.

The box-plot in figure 4 presents the range of the
nominal net farm income for the middle 50 percent of
U.S. broiler farms with sales of $50,000 or more over
the period 1991-95. The means and medians of farm
income are printed with the box-plot, with the mean
always printed on the left of the plot. The top of the
bar shows the 75th percentile; the bottom of the bar
shows the 25th percentile. The length of the bars
shows that the net farm income range for the middle
50 percent has narrowed since 1992. The 1995 mean
has decreased, from more than $25,000 in 1991 down
to almost $16,000. The median level of net farm
income (to the right of the bar) was between $21,000
and $29,000 until 1995, when it was $7,000 to
$15,000 lower. While it appears that net farm income
is lower and the range has narrowed, some variation
year to year may be partially attributed to sampling,
since the number of interviews with broiler producers
is few. In addition, our perspective may change with
data from additional years since we have only a data
series of 5 years. The amounts are shown in nominal
dollars, and although inflation was lower during the
time period, the decrease in average income is an
even larger decrease in ability to cover expenses.

First, we compared a regular income statement for the
average broiler operation generating sales of $50,000
or more, by region of the country (table 10), with
income statements from crop and livestock farms in
the same region that were generating similar receipts.
When classifying farms according to size, we typical-
ly use value of sales. By this measure, as mentioned
before, most broiler operations have sales more than
$50,000. However, we see some important differ-
ences.

As for gross income, broiler producers’ sales run
about 40 percent lower than those of many other
farms with sales of $50,000 or more, and they may
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appear to show little profit because they have lower
net farm income. Average gross income for broiler
producers was only $86,048, compared with the U.S.
average of $250,478 for farms with no poultry that
generate sales of $50,000 or more. Broiler opera-
tions’ average net farm income was $15,969 in 1995,
compared with more than twice that amount for the
average net farm income for a typical farm with sales
of $50,000 or more. Across regions, broiler opera-
tions in the Delta had the lowest average net farm
income, at about $15,000 (this region also has many
poultry farms with sales under $50,000). Broiler
farms with sales of $50,000 or more in the
Appalachian region had the highest net farm income,
at more than $25,000.

However, broiler operations’ comparatively low sales
and low income are somewhat misleading. Broiler
operations appear more profitable per dollar of pro-
duction. While the average farm operation generating
sales of $50,000 or more retains about 21 cents for
every dollar of sales, the average broiler producer
retains 39 cents. Having lower sales is not the only
difference among broiler farms and other farms gener-
ating this level of sales. An examination of the com-
ponents of the income statement for broiler operations
shows how they differ from other operations, with
emphasis on the contractor relationship.

Figure 4
Net farm income for broiler farms with sales of
$50,000 or more, 1991-95

Dollars
60,000

50,000

40,000

30,000

-10,000

1 1 1 1 1
1991 1992 1993 1994 1995

Note: Graph shows the top 75 percent level and bottom 25 percent level on
each bar, as well as mean income to the left and median income to the right
of the bar.

Source: U.S. Department of Agriculture's 1995 Agricultural Resource
Management Study (previously known as the Farm Costs and Returns
Survey).

Economic Research Service/USDA



‘(AonIns suinlay pue s1s0) wiie4 ayl se umouy| Ajsnoinaid) Apnis Juswabeue 821n0say [einnduby 66T S,8.nNduBY Jo Juswuedaq "S'N :991N0S

‘00T 01 ppe 10U Aew sabejuadiad papunoy °azis ajdwes [fews 0} anp plBYYIM aInsojdsIg =7 "00T pue G/ usamiaq
SI AD=xxx "GL PUE 0G UBMID] SI AD=xx "0G PUB GZ USBMID( SI A=y "PAXIBWUN dIB GZ Uy} SS3| SAD  "00T«(S1ewns3/1013 piepuelS)=AD ‘djge|iere JON=YN ‘sBuljjamp wuey Jo anfeA [ejual paindwi ue snid
uondwnsuod awoy Jo anjea 3yl /S "s8a) uonensibal pue ‘sasuadxa ssauisng [esauab ‘abelols ‘uoneuodsuen ‘Alddns /¢ “Buizelb pue ‘Buippaq ‘Buissasoid pas) woisnd ‘Buises| 901SaAl| SBPN|IU| /S “S82IN0S
paye|al-wirey JaYlo pue ‘uoiealdal J0opINo ‘Sas) uofonpoid Joenuod ‘[ejual pue| ‘Buizelb %90)SaAl HI0M WOISND ‘allY-aulydew WOl dWodU| /Z "Papnjoxa ale Annod Jayio yum swirey ‘siaanpoud Jajiolg Ajuo sapnjouj /T

996'8€ 696'GT« |6€8'8C 060'8y TSS'T¢ |VN 2IV'Chs  GOC'GTxxx |TCC'GCx«  V9E'LEx VN 0¢v'0T«x 6IT'E9 ¢ S¥'Se ($) swoour wiey 19N
er'y 96%'9 €80'S 9€6'E 601'L TL'Gx 8¢.'C LT6'Y S00'Px G89'c G6'L €60'S G82'S 96G'S /G dwoour AsuowuoN
6GG'Cx TO0'V-xx |9GT-xx A YAVA VN VN VN VN VN VN VN VN 0/89xx VN abueyd Aiojusaul Jo anfeA :snid
2¢6 LG« 182'T 189 1 *G60'T 169 288xx 822'6 €e0'T ETTxx €82'Tx 88Y 1 S)jouaq ysed-uou ‘JogeT
02S'1C 0T.'8T lce'ee G8¢'1C 0€.'8T Tve'ee ov6'LT €81'ce ¥82'LCx 898'6¢ €0v'8T T12°LT 88T'TT TVo'vT uoneroaidaq :ssaT
8¢v'eS c09'ce  |0es'Ly 60v'8G  8ET'CE |/89'PT«x 166'8G  9TL'PEx [SEZ'0SGx 85089  Te¢0'0E |P¥T'9C v9'29 8 TE'vE ($) swoour wiey yseos 18N
GGG'ST V6E'Tx TES'0T ave'oc 260'Tx 6v€'C ¥9.'vC 9T Txx 90V' L« 0..'8T 66¢'Cx 16G'Y 90V'TT T96'T« suawAed ases| pue Juay
TSG'S 6£6'C 00z'y €8G'9 8.¥'C 9ov'e G20'L viv'e LTT = G/9'6 60€'E LTE'E LTIT'Y 620'C swniwaid soueINsy|
ovT'vT 1S6'6 €68'GT T89'€T  /SS'OT«+ |LS¥'CT GOT'OT  8/E€'9x  |LZ8'6x 09€‘LT T88'IT |T9¥'6 v6E'L TLT'TTx 1saI91|
29Ty T98'T G6E'Y 192'v ) 'Cx 828'Tx 0.2'T 7€9'T V€9« €18'S €0L'T vsv'e 042'Cx 609'T saxe] Auadoid pue arelss [eay
L0V'6E YYT'9T  |816'VE 9//'vy  0.8'9T |0¥0°‘0C g€eg'ey  209'TT  |€86'Ge 888‘'TS Z6T'6T |6286T /8T'GZ  0LL'9T« paxi4
00T'TT €gv'ex  |T18'8 9S€'C2T  Gec'ex  |1€8'S TET'S 1 oy LT« GTT'GZ /68T Tve'S GEE'0T  9V6'T« /v sesuadxa s|qeleA 1ayio
266'S 60G'S €€G'S 2TL'9 6009 €96'€ L0T'S 08€'Gx  |CTO'8x 120'9 9ev'9 088'c 69.'C 0TL'E sammN
GE6'9 19, 926'9 9€6'9 VN 6¢T'9 26€'8 1 8T/, Gx 69.'8T  €T6« 8G.'S 168'T LT9x 3I0M W0ISNI pue ally-sulydep
020t 2rs's GOT'CT v/9'€T  186'Q 620'8 98/'6T €I8'€x [8EV'TT 806'8T  860°'L v.v'8 T.£'6 8G0'Y soueusurew pue siredsy
890'8 020, €2e'9 2eT'6 90G'¢x  |8¢v'L €L2'€T  v¥9's TGV 0¥9'2T  G6C'IT |9T.L'V €08'8 T9T'9 S|I0 pue sjen4
¥15'62 €2Z8'y 09.°'/T 20ov'9e 09G V7« 2ET'CTx €T.'/2 298'Vxx  |6TC'OV ¥9€'9L 922'Gx S¥8'GT 12T'l2 09€'Vx logen
12082 156'C €9¢'et 68T'.E VN €59 8€€'GL 9€0'Tx« |ET6'ET« €L17'69 V2LV« 66.°CT 20z'8e 09€'Vx S[edalwsyd pue Iazl|ie4
G96'8 182 ¥60't G2ECT  GLT'T+  |VOC'T« €0ETT 1 €9T'Ex €6E'VC 266 296'C 896'8 TOT'Ex syueld pue pass
29r'y Iv6'T 9€0°0T €e8 LT6xx G/0'€ OTTx ¥69'C 2968« 765« 00€'C 08.'€ 8¢ €8x /€ P3Ye|3J-X201S8N| JIBYIO
[A7N T4 Gel'e 959°09 6VT'E 880°0T«x |GV9'CS Y00‘Tx 2192« |CVT'PS 286'T 9TG'¢x  |€€S'9€ 89G'T V22 Tax pasd
GZ8'vT ¥S. T+« |006'VE 1162 T6E'8 1 9GT« 1 028'Vx M4 99%7xx 0V0'ETx 6,9« 1 saseyoind %201S8Al
€v9°'/GT 20g'Le 190'6.T v2e'TvT  LST'Ovx |G9G'ETT 2r1e'0LT gel'og S00'8.T 8T.L'VSC €98'ch 92211 666'66 9sv'Le ajqelen
0S0°L6T ovv'eS |9¥0'¥T¢  TO098T L20'€9x |[SO9‘EET 9eG'eTe Gee'er |886°'€0C  909'90€ SS0'€9  [SSS'ZET /8T'GeT Gec'vy (' $) sesuadxa ysed
v8¢e'e 186'V9  |80C'v« 0S0‘€x  €€9'9S |1 0 971689 |1 1 0T8'0L |T2E'Oxx 1 26£'8S S99} 10eNU0D
vT've 80,99 |g6E'VT v€6'2€  ©vOT'8S |TTL'LT«« ¥86'LC  VSE'0L [06L°CT«« T6E'9E  86¥'CL [SC9'TT« G.T'0T 692'09 /¢ ®dwodul pareal-w.ey 1aylo
29.'L S6Vx 99T'S G9G'0T  €Tlxx 660°Cx 80€'0c 1 0S0‘T« 890°'¢ 0L« €25'Tx ¥6G'C 1 siuswAed JuswuIBA0D
659°'12T 06/'9x 6TL'CC v1€'88T ¥9E€'L«x |LC0‘Cxx v0.'022 1 2S0'Gex 0.£'82€ 9T¥'8« GC9'eT 6¢L'99T 8/9'CTx« (sueo| 9922 18U “our)
sajes doi)
076'96 ¥S0°CT« |88¢'6TC  9E€G'CT  £€86'8Zx« |9SV'OCT veS'ex  LTV'9x  |0€E'GTZx GEB'Q 6SY'TT« |926'TET 62€'8 6E£0°Gx BWOJUI YO01SBAIT
8.1'05¢ 87098 |99S'T9¢  OTv'vPe GIT'S6x [€6C'8YT 0es'zle TVO'LL |€2e'vSZ  ©¥99'vLE 9.0'€6  [669°8ST 8¢8'/8T ¢£¥S'8L (' $) swooul yseos ssoin
868 v 1% 68V 6'0x T6T VA 0'vex 6°LT ¢'0s 68T 9'0¢ 114 C'ST« KiobBsred ul
uononpoud Jo anjen Jo uadlad
876 v'e Ly ¢'ss S0 €'6¢ [5WA%4 G'GTx 0L¢x 9'¢s 6'€T L'T€E 6'TS 0/« AioBares;uoibal
Ul swuey Jo JuUa2iad
Zvi'80S €19'C2T |/¥0'T6T 889'9v¢ L/E'C TS.'S 6€.'0T 225'€x |6ED'S« 8/9'GT  8ST'v 29S'TT 6€6'8T  GSG'Cx suej Jo JaquinN
Annod sJa|loiq ¥o01s9AI7  sdou) sigloig| ooisanl  sdoid sigloig| Mooisanm  sdoi)  sisjiolg [Mo01SaAIT sdoip  si9j0ig way|
ou yum yum Anjnod o/m swi.e4 Annod o/m swreq Anjnod o/m swieH Anjnod o/m swieq
swie swue
aiow 10 000‘0S$ J0
Saes yum suleH suoibal 18yl ®)ag 1seayinos uelyoejeddy

sdoJo yum paredwod I

G66T ‘uoibal Ag ‘Anjnod ou yum swie] %2001SaAl| pue
‘S10BJ1U0D 19]104g YIM ‘Blow 10 000‘0SS Jo sajes Bunelauab swe) Joj JUSWIe]S awodul uonelado wie4—QT 9a|qel

23

Broiler Farms’ Organzation, Management, and Performance/ AIB-748

Economic Research Service/USDA



One might expect that since broiler producers are live-
stock operations, the farm’s income statement would
show expenses for the livestock enterprise. However,
broiler farms show few expenses for livestock pur-
chases and feed in relation to their sales, unlike other
livestock operations. Why? The answer lies in the
sharing of production costs, marketing risks, and
income.

In general practice, farmers decide which commodity
to produce, how to produce it, and what resources to
use. Inputs, supplied entirely by farmers themselves
or with others such as contractors, are combined into
activities or enterprises to produce a variety of crops,
livestock, and other outputs. Independents have the
total responsibility for all planning, producing, and
marketing. They must provide houses, equipment,
birds, feed, all supplies, and management.
Independents assume all the risks of production, but
their profit (or loss) reflects the full value of the prod-
uct. In contrast, under contract production, contrac-
tors are intensely involved in the risks of broiler pro-
duction—they own the birds and provide feed, med-
ical services, management advice, and a market out-
let—and they earn a large proportion of the income.

The 1995 data confirmed these general relationships
(figure 5). In addition to supplying the chickens (live-
stock purchases) and feed, contractors paid approxi-
mately 15 percent of the farm’s variable expenses.
Veterinary expenses (included in “other livestock-
related costs”) were paid by the contractor for most

Figure 5
Distribution of variable expenses between operator
and contractor on broiler farms, 1995

Livestock purchases [X | | ‘ \

Feedh \ \ | —

Other livestock related "
Seed/plants
Fertilizer/chemicals M Operator
Labor [ICantractor
Fuels/oils

Repairs/maintenance

Custom work/
machine hire 1

Utilities [y
Other variable expenses %

L L ) |
0 5,000 10,000 15,000 v50,000 190,000
Dollars

*=CV is between 25 and 50
**=Contractor data not available.
Source: Farm Costs and Returns Survey
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farms reporting broiler contracts. Expenses for utili-
ties, labor, and repairs and maintenance, most of
which were paid by the farm operator, accounted for
one-third of average cash expenses. Farmers also
paid fixed expenses for interest, insurance, taxes, and
lease payments that accounted for another one-third of
cash expenses on their farms. Contractors paid
approximately 60 percent of the variable expenses
(including chicks and feed). Fees paid to the growers
were another 15 percent of the value of broiler
production.

Broiler operations’ balance sheets are different from
those of other livestock operations, with a particular
exception being in the value of their current assets
(table 11). Because poultry operations do not own the
chickens that they grow, nor produce crops requiring
storage, very little product value is in inventories.
Contractors provide or reimburse the farmer for many
purchased inputs such as feed and livestock supplies.
The category “other assets” includes accounts receiv-
able, which may be substantial for farmers receiving
fee payments in installments.

The largest component of assets on broiler farms gen-
erating sales of $50,000 or more was for land, build-
ings, and equipment, and averaged $406,206.
Housing for the chickens is a substantial investment
for farmers and, over the years, the cost of acceptable
housing has increased as design and equipment have
become more sophisticated. In 1960, as little as
$10,000 was required to build a single small grow-out
house in the Southeast (Aho). While in some areas
the inexpensive, open, curtain-sided, dirt-floored
housing was still used, many contractors will specify
enclosed, floored housing, with proper climate control
and manure disposal. Management of the flock and
environmental impact of confined livestock will be
discussed in the next section.

Other nonpoultry farms with sales of $50,000 or more
have similar investments in land and buildings, but
their full investment in noncurrent assets is 40 percent
higher than on broiler operations. Particularly in the
Southeast region, these nonpoultry farms have much
higher investments in farm assets than the region’s
broiler operations.

Broiler operations have slightly higher debt-to-asset
ratios than the other poultry-producing operations. At
the end of 1995, broiler operations had average farm
liabilities of $107,338, resulting in an average

Economic Research Service/USDA
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debt/asset ratio of 0.22. Farms with any poultry pro-
duction averaged assets of $501,388 and liabilities of
$120,165, for a debt/asset ratio of 0.24. For those
farms where contract broiler production was the only
enterprise, land and buildings represented almost 89
percent of total assets. This single-commodity group
also had a higher debt/asset ratio, on average, than
multiple-enterprise farms with broiler contracts.
However, with fewer production and marketing risks,
broiler producers may be as financially healthy as
other producers with lower ratios.

Financial Ratios Analysis

For those interested in the financial aspects of broiler
operations, this section presents the details of finan-
cial ratio analysis. Information here will compare
measures of liquidity, returns to assets and equity,
operating expense ratios and debt coverage ratios, as
well as other financial measures. Financial ratios that
indicate the returns to assets or equity and financial
efficiency are better measures than net income or net
worth for comparing investments among farm busi-
nesses (see definitions in table 12). Because the
income statements and balance sheets for broiler pro-
ducers show few statistically significant differences
by size of farm or by region, financial ratios will be
reported for all broiler farms generating sales of
$50,000 or more (table 13). The relationship between
the grower and the contractor leads to interesting
notes about financial ratio analysis on broiler contract
farms. Financial ratios are calculated using the rela-
tionships among the value of owned assets, expenses,
and level of income generated. This section suggests
that unless one considers contractor involvement in
the production process, standard financial ratios may
be poor concepts to measure financial performance of
a farm business. Broiler operators do not own or sup-
ply all assets used in the production process, nor do
they pay all the production expenses or bear any mar-
ket risks. Income risks and production risk are miti-
gated with disaster clauses in most contracts.

Liquidity is a measure of a farm’s ability to meet
financial obligations. The current ratio is a liquidity
measure that shows the extent to which the sale of all
current assets would be sufficient to cover current lia-
bilities. The smaller this ratio, the more difficult it is
for the farmer to continue operation without disrupt-
ing ordinary business. Broiler operations do not have
large livestock inventories because the contractor
owns the birds, and other items normally counted in
inventory, such as feed, may also be supplied by the
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contractor. Broiler operations are also very special-
ized. Most do not carry crop inventories, nor do they
have investments in growing crops.

On average, crop and livestock operations with sales
of $50,000 or more have a current ratio of 2.25 or
more. As indicated in the previous section of this
report on the balance sheet, broiler operations do not
have current assets (which include inventories of ani-
mals and feed) that are common for farmers who
operate in the cash market. For broiler producers with
sales of $50,000 or more, an average current ratio of
0.77 shows high current liabilities compared with cur-
rent assets. If cash flow becomes a problem for a
farmer with a low current ratio, alternative financial
arrangements (refinancing or restructuring a loan)
may have to be made to satisfy any creditors.
However, because they contract, broiler producers
have few unknown costs, encounter reduced produc-
tion and marketing risks during the year, and receive
regular preset payments, which mitigate cash-flow
problems.

Two ratios, the asset turnover ratio and the operating
expense ratio, indicate the farm’s financial efficiency.
The asset turnover ratio measures the income generat-
ed per dollar of assets used in production. For broiler
operations, this measure suggests that the business
generates 18 cents in revenue (mostly contract fees)
for every dollar of asset value owned by the opera-
tion. The asset turnover ratio increases with farm
size, with broiler farms in the $1 million or more sales
category generating 23 cents per dollar invested. Still,
our data show that broiler operations have lower asset
turnover ratios than the average for comparable non-
poultry farms, showing less efficient use of their
assets. Another interpretation is that required invest-
ments are high for broiler producers compared with
their expected income.

On the other hand, because many costs of production
are paid or reimbursed by the contractor, some ratio
analyses show that broiler producers with sales of
$50,000 or more are more efficient than their counter-
parts. The operating expense ratio measures the
extent to which cash income generated by the busi-
ness is absorbed by the annual costs of production. A
lower ratio suggests that the average broiler farm with
sales of $50,000 or more is more effective in generat-
ing returns than firms with higher ratios. The average
broiler farm’s operating expense ratio is 63 percent,
lower than the same ratio for comparable nonpoultry
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Table 12—Definition of financial ratios

Ratio

Computation method

Significance

Liquidity ratios:
Current

Current farm business assets

A measure of ability to meet financial

Current farm business liabilities

obligations without disrupting ordinary business.

Solvency ratios:
Debt/asset

Farm business liabilities
Farm business assets

Indicates the degree of security for the
lender and the relative use of the owner’s capital.

Repayment capacity ratios:

Term debt
coverage

Net farm income + term interest

payments + depreciation

Measures the farm business’ ability to
repay both term interest and principal

Interest + principal payments

on term debt.

Financial efficiency ratios:
Asset turnover

Economic cost
to output ratio

Operating expense
ratio

Value of farm production
Total farm assets

Operating expenses + noncash
expenses + charge for operator

and family unpaid labor

Measures the gross farm income generated
per dollar of farm business assets.

Measures the amount of gross farm
income absorbed by all factors of
production.

Gross farm income

Cash operating expenses

Gross cash farm income

Measures the proportion of gross cash farm
income absorbed by cash operating expenses.

Profitability ratios:
Return on assets

Return on equity

Profit margin

Returns to debt
and equity capital

Total farm business assets

Returns to equity capital

Farm business net worth

Net farm income

Gross farm income

Measures how efficiently the farm business
uses its assets.

Measures the returns to equity capital employed
in the farm business.

Measures profits earned per dollar of the value
of gross receipts.

crop farms (76 percent) or livestock operations (82
percent).

The term debt coverage ratio provides a measure of
the farmer’s ability to cover all term debt payments.
Although the business may generate sufficient annual
earnings to cover all term debt, cash generated may
not be sufficient to make timely payments.
Comparable farms with no poultry had higher term
debt coverage ratios than broiler operations, particu-
larly for crop farms. However, overall term debt cov-
erage ratio of 2.57 for broiler operations suggests that
they generated more than twice the income required to
cover debt payments in 1995. Approximately 63 per-
cent of broiler farms were in a favorable financial
position, with positive income and debt-to-asset ratios
less than 0.40. This compares well with crop farms.
Many livestock operations (other than poultry) had
negative income in 1995, placing additional livestock

Economic Research Service/USDA

operations in the marginal income category and only
53 percent in the favorable category.

Debt repayment capacity is a measure of the use of
credit available to farmers. Farmers can use internal
funds (savings) or borrowed funds to invest in land,
buildings, equipment, and machinery. This use of debt
provides a valuable source of capital that can lead to
improved productivity and higher profits. Lenders
generally require that no more than 80 percent of a
loan applicant’s available income be used for repay-
ments of principal and interest on loans. By measur-
ing the income available for debt service (measured as
net cash income plus interest) analysts can determine
the maximum loan payment the farmer could make.
Using interest rates of 7.5 percent and 10 percent,
and a 7-year repayment period, we calculated the
maximum feasible debt lenders would normally allow
(Ryan and Morehart, 1992).
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Table 13—Selected financial ratios for farms generating sales of $50,000 or more with broilers, and crops or
livestock with no poultry, 1995

Item Unit Broiler operations with Comparable farms with no poultry
sales of $50,000 or more Crops Livestock
Farms with sales of $50,000 or more Number 12,613 292,043 216,399
Liquidity:
Current ratio Percent *0.77 2.94 2.25
Solvency:
Debt/asset ratio Ratio 21.48 17.44 18.92
Income solvency class:
Favorable Percent 62.9 63.9 53.0
Marginal income Percent *15.5 17.8 25.3
Marginal solvency Percent *14.5 11.3 12.7
Vulnerable Percent NA 7.0 9.0
Profitability:
Return on assets Percent #1.07 3.62 **0.74
Return on equity Percent #-1.17 2.33 *-1.26
Operating profit margin Percent #6.04 11.02 **2.48
Repayment capacity:
Term debt coverage ratio Ratio 2.57 3.99 2.61
Financial efficiency:
Asset turnover ratio Ratio 0.18 0.33 0.30
Operating expense ratio Percent 62.11 76.19 81.96
Economic cost to output ratio Ratio 1.05 0.94 1.03

NA=Not available. CV=(standard error/estimate)*100. CVs less than 25 are unmarked. *=CV is between 25 and 50.

**=CV is between 50 and 75. # CV is too large for the estimate to be considered reliable. Large CVs are indicative of

widely dispersed data, or data distributed around zero. Rounded percentages may not add to 100.

Source: U.S. Department of Agriculture’s 1995 Agricultural Resource Management Study (previously known as the Farm Costs and Returns Survey).

Farm debt repayment capacity use (actual debt
expressed as a percentage of maximum feasible debt)

Figure 6 , . effectively measures the extent to which farmers are
Broiler producers’ debt repayment capacity use, . ; . . . .
1995 using their available line of credit. The ratio measur-
ing debt repayment capacity suggests that, in 1995,
Scenario: Scenario: broiler farmers whose farms generate sales of $50,000
7.5% interest rate 10% interest rate

or more used slightly more than 50 percent and 57
percent of their lines of credit, at interest rates of 7.5
56.8% percent and 10 percent, respectively (figure 6). Their
use of lines of credit is higher than the 36 to 39 per-
cent for comparably-sized crop farmers, but about the

43.2% same as the nonpoultry livestock farm businesses.

Broilers Broiler growers rely on contractors to provide some

inputs (e.g., chickens, feed, and medicine), and
7.5% 10% 7.5% 10%

receive only a share of the gross value of sales, thus
% Q ﬂ ﬂ receiving a lower income from which the debt repay-

ment capacity can be calculated. Their maximum fea-
64% 61% 44% 44% sible debt is about $150,000 less than that of other

comparable farms, and their income available for debt

Crops, no poultry Hivestock, no poultry coverage is $30,000 less. Much of a farmer’s debt

[ ] Reported debt [l Available credit comes from financing land and buildings. Broiler
operators have additional money available in their

Source: U.S. Department of Agriculture’s 1995 Agricultural Resource lines of credit, but because their incomes are lower

Management Study (previously known as the Farm Costs and Returns Survey). than those of other comparably sized farms they may
b
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have less potential to expand without assistance from
the contractor.

Approximately 63 percent of broiler operations and
nonpoultry crop farms were in a favorable financial
position (positive income and low debt-to-asset ratio).
Broiler producers receive regular, planned income
from fee payments, and few were in a vulnerable
position (negative income and high debt-to-asset
ratio). Because broiler operations have higher debt-
to-asset ratios overall, it is not surprising that more
were in a marginally solvent position (positive income
and high debt-to-asset ratio). Fifty-three percent of
nonpoultry livestock operations were in a favorable
position in 1995, largely due to eroding income in the
cattle sector in that year.

Household Characteristics

We conducted an analysis at the household level to
examine the economic well-being of the people earn-
ing income from the farm. The composition and
organization of the household unit affect farm deci-
sionmaking, ownership and control of capital, and
labor resource allocation. Thus, the household is a
basic economic unit of analysis for comparisons with-
in groups and between groups in the United States.
Income for farm operator households is designed to be
consistent with the definition used by the U.S.
Department of Commerce for household income so
that comparisons can be made with nonfarm groups.
First, we estimated money income from farming (net
cash farm income minus depreciation), then allocated
the share received by the operator household. Farm
income was then added to the off-farm income earned
by household members to arrive at total household
income. Operator household farm and nonfarm assets
and debt were similarly allocated. Farm operator
household income is different from the net income
that a farm business receives. Readers are referred to
Ahearn, Mary, Janet Perry, and Hisham EI-Osta
(1993), Economic Well-Being of Farm Operator
Households, 1988-91, for a full discussion of the
implications of estimating income accruing to the
household of the primary operator of the farm.

As with comparable operations, most broiler produc-
ers farm as their major occupation. The 71 percent
reporting farming as their occupation accounted for
almost two-thirds of the value of contract broiler pro-
duction. The remaining value of contract broiler pro-
duction was grown by the 29 percent of operators
reporting something other than farming as their major
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occupation. Nearly all (90 percent) farms with broil-
er contracts were legally organized as individual oper-
ations (individual or family proprietorships). These
farms accounted for 81 percent of the value of con-
tract broiler production. The distribution of produc-
tion also closely matches the landownership distribu-
tion. Just over 64 percent of farmers own all the
acreage they operate, and the value of broilers they
produced is 66 percent of the total broiler value of
production. Most of the additional value of produc-
tion (33 percent) occurred on the 36 percent of farms
that rented some of the land they operated.

On average, broiler operations generating sales of
$50,000 or more fully employ the operator (table 14).
When broiler growers reported farming as their major
occupation, they worked on-farm full-time with an
average of 2,631 hours per year. However, only 73
percent of broiler operators reported more than 2,000
hours, compared with 85 percent of crop farm opera-
tors and 94 percent of livestock operators. Fees for
broiler production accounted for most of the farm-
related income on broiler operations. Even within this
major occupation group, however, more than 60 per-
cent of average operator household income was
derived from off-farm endeavors. Nonfarm income is
collected for the household and is not attributed to the
person earning it. While we do not know which
household members have off-farm employment, oft-
farm wages and salaries averaged about $18,000 in
1995. Household income from all sources was
$36,668, or 79 percent of the average U.S. house-
hold’s income. Nearly all (94 percent) operator
household assets, debt, and net worth for this group
were farm related.

Growers with sales of $50,000 or more who reported
an occupation other than farming worked an average
of 1,200 hours per year on the farm. Their household
income was near the average for all U.S. households
and most of it (98 percent) originated from off-farm
sources. Off-farm wages and salaries for this group
averaged $37,245 in 1995. Much of their net worth
was attributable to farm-related assets, although they
did report off-farm assets valued many times more
than the value of off-farm assets owned by operators
whose main occupation was farming.

On a regional basis, broiler farm operators in the
Delta (with annual sales of $50,000 or more), where
almost 80 percent worked 2,000 hours or more, were
the most likely to work full-time on the farm (table
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15). Yet, their average farm-related household income
was about $3,000, compared with more than $14,000
in off-farm wage and salary income. Households
associated with broiler operations in the Delta region
had, on average, the lowest household income, at less
than 50 percent of the income for the average U.S.
household. Broiler farm operator households in the
Appalachian region received the highest share (43
percent) of their income from farm-related sources,
averaging $17,893 in 1995. Appalachian broiler pro-
ducers’ average household income was on a par with
the average U.S. household, as were broiler producer
households in the Southeast.

In contrast, operators of nonpoultry farms generating
sales of $50,000 or more worked more hours on the
farms, were more likely to say farming was their
major occupation, and had household income that was
similar to that of other U.S. households. And, on crop
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farms, a larger share of total household income came
from farming. Before money income is passed from
the farm to the household, depreciation is subtracted
from net cash farm income. Depreciation for broiler
operations is high compared with nonpoultry opera-
tions, reducing the amount of money income from the
broiler operation passing through to the household.
Tax laws that allow faster depreciation of broiler-
associated assets will affect this calculation.

Operator household net worth for all farms with
broiler contracts averaged $409,148, with farm-
related assets accounting for most of the total.
Household net worth for comparably sized nonpoul-
try farms approaches $600,000. Again, inventories
account for considerable wealth for farmers, espe-
cially on livestock operations. However, on broiler
farms, inventories of feed and chickens usually
belong to the contractor.
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